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Chair Tsuji, Vice Chair Ward, and Members of the Committee.

Thank you for the opportunity to testify on SB 3082, SD2, a bill that establishes an
income tax credit for taxpayers who incur certain expenses for manufacturing products in
Hawaii.

DBEDT supports this bill, but notes that it does not currently have the staffing or funding
to fulfill the obligation requiring DBEDT to .  We also do not have access

nor do we have the ability or authority
to maintain confidential taxpayer records.

Instead DBEDT prefers the approach taken in Act 270 (13) to provide the Legislature
with information on the utilization of the tax credits to create jobs.  The online form for the tax
credit for research activities (Act 270 13) is currently available at http://dbedt.hawaii.gov.

We respectfully request that language from page 3, line 13 through page 4, line 10 be
replaced with language as suggested on the attachment to this testimony.

DBEDT defers to the Department of Taxation on the tax implications and costs to their
programs in carrying out this initiative.

Thank you for the opportunity to comment.
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From:  Frederick D. Pablo, Director
  Department of Taxation

                         Re:  S.B. No. 3082, S.D.2, Relating to Taxation

 The Department of Taxation (Department) provides the following comments regarding
S.B. 3082, S.D.2, for your consideration.

 S.B. 3082, S.D.2, establishes a nonrefundable income tax credit for taxpayers who incur
certain expenses for manufacturing products in Hawaii. Specifically, this measure would provide
a nonrefundable income tax credit of an unstated percentage of the costs incurred to purchase
equipment to be used in the manufacture of tangible personal property in the State, as well as
costs incurred to train employees in the manufacturing process.  The tax credit, as proposed,
applies to taxable years beginning after December 31, 2014, and is repealed on January 1, 2023.
S.D. 2 has a defective effective date of July 1, 2050.

First, the Department notes that in this measure, there is no requirement that the
equipment actually be installed and put to use in order to qualify for the credit, nor that the
installation and use by accomplished within a certain time frame.

Second, as currently written, both the seller of equipment and machinery which would be
used to manufacture tangible personal property, and the taxpayer who actually utilizes the
equipment and machinery to manufacture goods in the State, would be eligible for the credit.

In addition, the Department believes that the credit should only apply to the taxpayer who
first places such equipment or machinery in service in this State, and not to any subsequent user
if the equipment is later resold.  This will prevent a taxpayer from selling equipment and
machinery for which the credit has been claimed to another (possibly related) taxpayer, and then
having the second taxpayer claim the credit for the same equipment or machinery, based upon the
amount that it paid.
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To remedy the above-referenced concerns and ensure the Department is able to
administer and enforce the terms of this measure, the Department recommends that "qualified
manufacturing costs" be defined as follows:

"Qualified manufacturing costs" means expenditures for:
(1)  Costs incurred to purchase equipment to be used by the

taxpayer in manufacturing tangible personal property in
the State and which is placed in service within one
year after the date of purchase, provided that the
credit under this section has not been previously
claimed by any taxpayer in this State on such
equipment; and

(2)  Costs incurred to train employees to manufacture
tangible personal property in the State."

Finally, the Department notes that some jurisdictions consider electricity to be tangible
personal property.  Historically, the Department has not deemed electricity to be tangible
personal property.   However, to avoid disagreements with taxpayers over whether electricity
generation is an eligible activity, and in light of the existing Renewable Energy Technologies
Income Tax Credit at Hawaii Revised Statutes section 235-12.5, and the tax credit for energy
storage being considered by the Legislature this year, the Department suggests that a provision be
added to specifically exclude costs related to the production of electricity.  The following
language should be added after the last sentence in subsection (a) to accomplish the preclusion:

Provided that qualified manufacturing costs shall not
include any costs related to the production of
electricity.

 Thank you for the opportunity to provide comments.
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RE: SENATE BILL 3082 SD2 RELATING TO TAXATION

Chair Tsuji, Vice Chair Ward, and Members of the Committee:

 The Chamber of Commerce of Hawaii ("The Chamber") strongly supports and asks for
some amendments on SB 3082 SD2, which establishes an income tax credit for taxpayers who
incur certain expenses for manufacturing products in Hawaii.

 The Chamber is the largest business organization in Hawaii, representing over 1,000
businesses.  Approximately 80% of our members are small businesses with less than 20
employees.  As the “Voice of Business” in Hawaii, the organization works on behalf of members
and the entire business community to improve the state’s economic climate and to foster positive
action on issues of common concern.

 The Chamber supports this bill as part of its economic development package.  There are
approximately 1,000 active manufacturers in the state that employ almost 17,000 people at an
average compensation rate of $42,896 or over $6,000 more than the average private non-farm
employee.  Manufacturers helped Hawaii’s economy by contributing nearly $570 million in
manufactured goods exported in 2012.

 The bill gives a 20% tax credit to companies on their expenditures for manufacturing
equipment and the training of their employees. We believe that this credit will help fuel
manufacturing in Hawaii to grow and provide more products for both local consumption and
export.  There is movement to begin to manufacture more back in the U.S.  At the same time
Hawaii still has some competitive disadvantages.  This credit will help companies in Hawaii to
start or grow their operations.

 According to the National Association of Manufacturers, every new manufacturing job
created adds another 1.6 jobs to the local service economy, and for every dollar in manufacturing
sales, another $1.34 is added to the economy. Investments in manufacturing have a stronger
impact than investments in most other economic sectors.

 While we understand the Department of Taxation’s concern over double dipping, we ask
that this not apply for businesses planning to use the tax benefits of the Enterprise Zone
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Program.  Many businesses utilize this program to start or help grow their business.  While there
may be some overlap with the manufacturing credit in this bill, the manufacturing credit is an
investment credit for equipment and training, which for many will be a onetime expense. The
Enterprise Zone Program is to attract and support businesses who invest in rural or depressed
areas and is based on operational income.  Limiting businesses to one tax program may hamper
efforts to support manufacturing especially on the neighbor islands and certain parts of Oahu.
Therefore we ask that the bill be amended to allow companies to utilize both tax programs.

 Thank you for the opportunity to testify on this matter.  Mahalo.
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 Chair Tsuji, Vice Chair Ward, and Members of the Committee on Economic
Development and Business.

 The High Technology Development Corporation (HTDC) supports SB 3082 SD2

ram offers business support to local

manufacturers, helping them grow in Hawaii.  SB3082 SD2 has the potential to financially

benefit businesses that are investing in Hawaii manufacturing and allow others the opportunity to

consider manufacturing their products in Hawaii.  Hawaii needs more manufacturers to decrease

our dependence on imported goods and increase our export revenues.  Furthermore, current

federal grant funding has been targeted at advanced manufacturing and re-shoring opportunities

which translates into leverage for State led initiatives.

HTDC defers to DBEDT and DOTAX on the reporting requirements included in the bill

and the tax implications.  HTDC requests correction of the defective effective date.

Thank you for the opportunity to offer these comments.
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Aloha Chair Tsuji, Vice Chair Ward, and Members of the Committee:

I am Christopher Manfredi, President of the Hawaii Farm Bureau Federation (HFB).
Organized since 1948, the HFB is comprised of 1,832 farm family members statewide,
and serves as Hawaii’s voice of agriculture to protect, advocate and advance the social,
economic and educational interest of our diverse agricultural community.

HFB supports SB 3082, SD2, which is part of the Chamber of Commerce’s economic
development package. There are approximately 1000 active manufacturers in the state
that employ almost 17,000 people at an average compensation rate of $42,896 or over
$6,000 more than the average private non-farm employee.  Manufacturers helped
Hawaii’s economy by contributing nearly $570 million in manufactured goods exported
in 2012.

The bill gives a tax credit to companies on their expenditures for manufacturing
equipment and the training of their employees. We believe that this credit will help fuel
manufacturing in Hawaii to grow and provide more products for both local consumption
and export.  There is movement to begin to manufacture more back in the U.S.  At the
same time Hawaii still has some competitive disadvantages.  This credit will help
companies in Hawaii to start or grow their operations.

According to the National Association of Manufacturers, every new manufacturing job
created adds another 1.6 jobs to the local service economy, and for every dollar in
manufacturing sales, another $1.34 is added to the economy. Investments in
manufacturing have a stronger impact than investments most other economic sector.
This is a wise investment for Hawaii.

Please support SB 3082 SD2.

Thank you.
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